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December 15, 1997

Independence Standards Board - Minutes
of Meetings
Independence Standards Board Minutes
Meeting of December 15, 1997
Public Session
A meeting of the ISB was held in the offices of the AICPA in New York on
Monday, December 15.
The public meeting began at 9:10 AM and was attended by:
Board Members:
William Allen, Chairman
John Bogle
Stephen Butler
Robert Denham
Manuel Johnson
Philip Laskawy
Barry Melancon
James Schiro
Others present by invitation were:
Arthur Siegel - ISB, Executive Director
Jane Adams - SEC, Deputy Chief Accountant
Educational Research Presentation
NYU Professors Baruch Lev, Paul Brown and Jeanne Calderon gave a summary
of ongoing research entitled: "Documented disputes involving auditor
independence: a preliminary report".
Among the observations of the professors were:
1. There is a surprising absence of independence decisions and problems
in SEC and court cases, and court cases in particular are not necessarily
a good database for ISB purposes because most are settled before going
to trial.
2. Based on an SEC enforcement release relating to a sole practitioner with
a large client, research was suggested to consider whether similar
concerns might exist relating to the smaller units of a large firm. Such
research might investigate the work environment of the auditors,
including local office business tensions and partner compensation.
3. A question was raised as to whether GAAP problems may sometimes
have independence problems imbedded in them. It was agreed that this
is a subjective area where it is difficult to obtain data, and several Board
members mentioned that this question could be raised in almost any
GAAP problem.

4. A judge in one case had suggested the possibility of a one or two year
"cooling off" period before an engagement partner could go to work for
the client.
Chairman Allen requested the professors to recommend to the Board any specific
research projects they believe would be helpful to the Board.
Discussion of the Profession’s "White Paper" ("Serving the Public Interest: A New
Conceptual Framework for Auditor Independence")
ISB Staff Summary:
Mr. Siegel summarized the White Paper for the Board. As an introduction, he
presented certain statistics, obtained from public 1996 SECPS firm filings, of
audit fee/consulting fee relationships for SEC audit clients.
Mr. Siegel noted two key concepts of the White Paper which likely will receive
significant focus. These are the Paper’s proposed broad use of a "materiality"
factor, and its proposed general deletion of rules based on the "appearance" of
independence, as opposed to independence in fact. In addition, he mentioned
that the nature and degree of detail in "Guidelines" developed under the Paper
would be important.
SEC Staff Comments:
Ms. Adams, Mr. Robert Burns and Mr. Scott Bayless discussed the SEC staff’s
comments on the White Paper, as detailed in a December 11 letter to Chairman
Allen from Michael H. Sutton, Chief Accountant.
The SEC staff’s overall conclusion and recommendation is that it presently would
be premature for the ISB to issue an Invitation to Comment on the White Paper.
Instead, research was needed and any document issued should be a neutral and
balanced discussion of the issues. The staff mentioned that a number of further
disagreements with the Paper’s proposals are documented in the staff’s
memorandum.
Chairman Allen inquired as to whether the SEC’s Office of Economic Analysis
had reviewed the Paper, and was told that the review was still in process. Mr.
Allen stated that economics is important here, and that the Board takes a broad,
economic/efficiency, policy view.
Mr. Bogle commented that disclosure, (e.g., of nonaudit services) holds
considerable promise. Such disclosure also would help educate the public
regarding independence.
POB Comments:
Mr. A. A. Sommer, Jr. presented preliminary POB comments on the White Paper.
While the POB does not have an overall response available yet, he found the
Paper a thoughtful and interesting alternative approach to independence. His
primary concern relates to the Paper’s proposed general deletion of rules based
on the "appearance" of independence, noting that the value of an audit is

diminished if the public does not believe that the auditor is independent.
Independence Issues Committee Recommendation:
Mr. Siegel presented the IIC recommendation to issue the White Paper now as
an "invitation to comment" (ITC) to elicit reaction to the concepts advanced. The
ITC would include a cover letter emphasizing the Board’s neutrality on the
profession’s Paper, together with a series of questions to which the Board would
solicit reactions, and a request to identify possible additional research.
ISB Discussion:
Chairman Allen and other public Board members expressed reservations about
issuing the White Paper as an invitation to comment at this time. In part sharing
some of the SEC staff’s concerns, they thought that not enough preparatory work
has been done to achieve the right perception on these issues, and that
distributing the White Paper now would imply too strong an identification with the
ISB. In addition, they want to ensure that the ISB is setting its own agenda.
In response to a question, Board members from the profession noted that the
White Paper was solicited from the profession by the Board, and that timely
exposure would help provide a quick track as part of the Board’s educational
process.
Notwithstanding the concerns expressed, it was clarified that the Board was not
ruling out eventual issuance of an ITC on the White Paper. As a way to advance
the process without foreclosing alternatives, Chairman Allen appointed the
following four task forces:
1.
2.
3.
4.

Research - Mr. Bogle and Mr. Butler.
Corporate Governance - Mr. Johnson and Mr. Melancon.
Disclosure - Chairman Allen and Mr. Schiro.
Other Approaches to Requesting Public Comments - Mr. Denham and
Mr. Laskawy.

The public members were appointed chairman of each of the task forces, and
they were requested to report back at least their preliminary conclusions at the
next meeting of the Board.
Next Meeting
Chairman Allen announced that the Board’s next meeting, also in the AICPA’s
New York Boardroom, was scheduled for Monday, February 23, starting at 9:30
AM.
********
The public meeting was adjourned at 12:05 PM.
Respectfully submitted,

Richard H. Towers
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